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THE LONG VIEW

A Material Approach
to Sustainability

The explosive growth in environmental, social and governance (ESG) data sets, which are
available to investors both from third parties and from companies themselves, means that there
is a risk that important signals get lost in the increasing noise.

Sustainability reports have burgeoned from pamphlets
into novels. However, just because you are able to
report something and it can be measured doesn't
always mean it's important. And companies can

easily distract from what really matters by swamping
sustainability reports with immaterial charts and
figures. This is less blatant than some forms of
greenwashing, but is still a persistent problem. Take
the example of an Indian power company that buries
its carbon emissions at the back of its sustainability
report. And it's not just the quantity of data that can
cloud issues, but also the relevance - a Brazilian bank
and a Taiwanese chip manufacturer have very different
material sustainability issues.

To illustrate Skerryvore's approach, we will outline

our analysis of the material sustainability issues

at Hindustan Unilever (HUL). This is a subsidiary

of Unilever and the largest fast-moving consumer
goods (FMCG) company in India. The company is more
than 90 years old, has more than 50 brands and is

the number-one employer of choice in the country?
We were drawn to the business initially when we
discovered that other companies had developed a
habit of hiring HUL's senior people due to their quality -
clearly they were doing something right if their people
were in such demand. The analysis of the company's
material sustainability issues below formed part of our
bottom-up focused research process.

1 Financial Times (6 May 2021). 'Mom-and-pop stores at centre of India’s $850bn retail evolution’.
www.ft.com/content/2784a13d-c242-4efe-bc7a-cOb2b%a8fb4c

2 Hindustan Unilever website: www.hul.co.in
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We started by comparing what the company
identifies as its material sustainability issues
with those that we believe to be material. SASB,
a standards organisation now under IFRS?3, has
done some great work in promoting this idea and
produced a handy tool to help assess various
industries®.

Figure 1 shows HUL's choice of priority topics. The
ones we identified were a smaller subset of these.
We focused the weight of our analysis on plastic
packaging, emissions, sourcing and management
oversight, because we believe these areas will
have the greatest material impact on the health of
the business over the long term. We discuss each
topic in more detail below.

Differentiated sourcing can provide a long-term
competitive advantage and reduce reputational
risk. Carbon emissions need to be reduced as
governments, regulators and consumers will
ultimately pass on the external costs of carbon
emissions to the producers, just as they will

for plastic packaging and its effects on the
environment. Therefore, any failure to address
these issues now would be likely to impact the
long-term operating margins of the business.

Importantly from a visibility perspective, there
was no evidence of the company trying to
distract us from its sustainability issues - unlike
one manufacturer of baby nappies, which

did so by excluding waste entirely from its
sustainability report.

Figure 1. Hindustan Unilever's materiality assessment
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Plastics

Packaging is a large and growing problem for every
FMCG. Around 855 billion plastic sachets are sold
globally every year, enough to cover the entire surface
of the Earth®. HUL is often credited with popularising
sachets in the 1980s, when it sold tiny portions of
shampoo for 1Indian rupee (around 1US cent) to make
personal care products more affordable to a low-
income population. By the turn of the century, nearly
70% of shampoo sold in India came in sachets®.

The problem with sachets is that they are normally
made of several materials, including plastic and
aluminium, bonded together. These layers are costly
and difficult to separate, meaning it's easier to burn
or bury sachets than it is to recycle them. The sheer
volume of them has created a growing environmental
issue that cannot be ignored.

The good news is that the company openly recognises
this problem’”. HUL is targeting 100% reusable,
recyclable or compostable plastic packaging by
2025. This is a big commitment, given the company
produces around 120 thousand tons of plastic
packaging a year®. As part of a bigger group, HUL

also has access to pioneering technologies, such as
monomaterial-based sachets, which are under trial

in Vietnam, and a recycling facility that can handle
sachets in Indonesia”

The company has already made a significant impact
by collecting over 110 thousand tonnes of plastic a
year, which is more than the plastic packaging it is
responsible for since 2021. This was ahead of India’s
Extended Producer Responsibility, which required
companies to collect and recycle 70% of plastic
usage in 2023.

There is a distance to go, however: only about 3%

of the plastic in HUL packaging is recycled, with a
target of 15% by 2025, suggesting the company will
continue to introduce virgin plastic for the foreseeable
future. This also has a social implication, because
poorer Indians still work as waste pickers to help big
companies meet their environmental targets, so every
change has a knock-on effect. Unlike some other
companies we have spoken to, HUL does not duck this
issue, openly discussing it and working with the United
Nations Development Programme to try and improve
the lives of those affected.

IFRS Foundation web page on SASB Standards: www.ifrs.org/issued-standards/sasb-standards
SASB materiality finder: https://sasb.ifrs.org/standards/materiality-finder/find
Reuters (22 June 2022). 'Unilever’s Plastic Playbook': www.reuters.com/investigates/special-report/global-plastic-uni-

lever/#:~:text=Now%2C%20855%20billion%20plastic%20sachets%20are%20s0ld%20every%20year%2C%20

enough,high%2Dquality%2C%20safe%20products

6 Prahalad, CK (2004). The Fortune at the Bottom of the Pyramid.
7 Hindustan Unilever (25 January 2022). 'Why do you continue to sell plastic sachets?’www.hul.co.in/news/2022/why-do-you-

continue-to-sell-plastic-sachets/

8 Hindustan Unilever: Waste free world. www.hul.co.in/sustainability/waste-free-world/
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Emissions

A company with the scale of manufacturing and
distribution of HUL also has to consider the impact
of its emissions. HUL has a large manufacturing
footprint, owning 29 factories and working with over
50 manufacturing partners that produce 65 billion
units globally using materials and services from over
1,300 key suppliers.

HUL has targets to reduce emissions in its operations
to zero by 2030 and achieve net zero emissions from
sourcing to point of sale by 2039. It has already made
significant and meaningful steps towards achieving
these goals, with a 97% decline in emissions
intensity per tonne of production volume compared
with 2008, and it seems to be accelerating: most

Figure 2. Hindustan Unilever’s Scope 1and 2 emissions

of this improvement has come since 2018. This is a
direct result of HUL's efforts to fully eliminate Scope
2 emissions?, which it achieved in 2023. All of its
electricity comes from renewable sources, with a
combination of solar plants and windmills and the
purchase of IREC Green Certificates to offset the
company'’s emissions footprint due to the makeup
of India’s grid. Scope 1 emissions™ have also been
significantly reduced by eliminating all coal from
operations in 2021.

Given India's national target of net zero for 2070,
HUL's target of 2039 puts it in a significant leadership
position, which we believe enhances its reputation.
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Sustainable Sourcing

An important target for the whole Unilever ecosystem
is the sustainable sourcing of key ingredients; palm

oil in particular receives a lot of attention because of
its effects on biodiverse habitats. Initially, HUL aimed
to source 100% of its agricultural raw materials
sustainably by 2020. But in 2022, sustainable sourcing
only stood at 43% and HUL's sustainability goals

no longer mention a timeframe for achieving 100%
sustainable sourcing. The company also mentions that
it is progressing towards its goal of 100% sustainable
palm oil, but it fails to report any figures to support
this, unlike its parent Unilever, whose figure stands at

9 Scope 2:indirect emissions from purchased energy.

2020 2021

W Scope 2 GHG Emissions (Market)
e % Reduction (2008 baseline)

2022 2023

90%. HUL acknowledges that it has been difficult to
gain full visibility of its supply chain.

Another area of risk is the sustainable sourcing of
tea, which currently stands at 69%. This is defined by
HUL as certified by the Rainforest Alliance or verified
by trustea™, which is a local programme to achieve
sustainable tea in India and includes partners like
HUL and Tata Consumer. For the remaining 31%, HUL
has traceability up to the factory level, but not on the
sourcing of the tea by the factory.

10 Scope 1: emissions that a company directly owns and controls.

11 Find out more on trustea.org
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Figure 3. Hindustan Unilever’s sustainable sourcing

Key Crops 2014

Palm QOil (RSPO Certification)
Paper and Board (FSC Certification)
Tea

Tomatoes in Kissan Ketchup 85%

Chicory
Soy
Cocoa

Total (12 Key Crops) >50%

Source: Hindustan Unilever annual report 2023

HUL is in the main addressing its sourcing risks.
However, we have some concerns about the omission
of a timeframe for these targets and it's an area we
intend to discuss with the management team. No
company is perfect. However, there is a risk that the
business deprioritises this target, and the lack of a
timeframe lowers the pressure for action.

Management Oversight

Our analysis also considers the oversight

mechanism a company has in place, because this

can demonstrate how serious a company is about
addressing its sustainability challenges. All too often
we see companies adding the designation chief
sustainability officer to the existing head of public
relations or marketing. By contrast, HUL introduced an
ESG committee in 2022, which involves the CEO and
independent directors.

We also like to see long-term incentive plans that
include sustainability targets. Management at HUL
have specific targets for sustainability that drive
payouts, such as the percentage of tea sourced

sustainably for the director of foods and refreshments.

2015

28%
100%

2016 2017 2018 2019 2020 2021 2022
98% 99% 100% 100% 98% 95%
46% 52% 65% 78% 67% 68% 69%
100% 100% 100% 76% 93% 93% 100%
100% 100% 100% 100%

43%

Conclusion

We believe that behaving sustainably is a key
determinant of compounding shareholder value.
Increasing scrutiny is gradually making it harder for
companies to hide and those that lead the way should
see their enhanced reputation reflected in greater
intangible value over time and lower long-term
business risk.

Recognising and addressing sustainability issues
also reduces the risk of governments and regulators
levying the external costs of environmental pollution
on businesses, so makes existing profit margins more
sustainable.

We recognise that there is no such thing as a perfect
company so focus on a bottom-up approach that
considers materiality and alignment. HUL represents a
good example of a company which, although far from
perfect, appears to be focusing on the right things

and not hiding difficult truths about the challenges it
faces. As minority shareholders, we can’t force change
in a company like this but we can remind management
that we are watching and that we believe this is a
critical part of delivering value for shareholders.
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This document is issued and approved by BennBridge Ltd
("BennBridge”). Effective August 1, 2024, following regulatory
approval, from the UK’s Financial Conduct Authority, BennBridge
became a wholly owned subsidiary of Skerryvore AM LLP
("Skerryvore”). Collectively, BennBridge and Skerryvore are referred
herein as the Investment Manger or Firm. The Firm is based at 45
Charlotte Square, Edinburgh EH2 4HQ in the United Kingdom. The
registered office of the Firm is Windsor House, Station Court, Station
Road, Great Shelford, Cambridge CB22 5NE.

Skerryvore Asset Management, the new trading name of BennBridge,
is an investment manager authorised and regulated by the Financial
Conduct Authority in the UK and is registered as an investment
adviser with the US Securities and Exchange Commission ("SEC").

This material is provided as a general overview of the Firm, our
processes, and our investment capabilities. It has been provided for
informational purposes only. It does not constitute or form part of any
offer to issue or sell, or any solicitation of any offer to subscribe or to
purchase, shares, units or other interests in investments that may be
referred to herein and must not be construed as investment or
financial product advice. BennBridge has not considered any reader's
financial situation, objective or needs in providing the relevant
information.

Any projections, market outlooks or estimates contained in this
document constitute forward looking statements and are based on
certain assumptions and subject to certain known and unknown risks.
Accordingly, such forward looking statements should not be relied
upon as being indicative of future performance or events. The
information provided in this document relating to specific
companies/securities should not be considered a recommendation to
buy or sell any particular company/security.

Past performance does not predict future returns. Potential investors
in Emerging markets should be aware that investments in these
markets can involve a higher degree of risk. Any investment should
be viewed as medium to long term and should only be made by those
persons who could sustain a loss on their investment. It should not
constitute a substantial portion of an investment portfolio and may
not be appropriate for all investors. The value of investments and the
income from them may go down as well as up and may be subject

to sudden and large falls in value. An investor may lose their entire
investment.

The views and opinions contained herein are those of the Skerryvore
investment team. BennBridge will not assume any liability for any loss
or damage of any kind arising directly or indirectly by using the
information provided.

This document may not be reproduced or distributed by the recipient,
in whole or part, except that this document may be provided to the
recipient’s advisers in connection with an evaluation of a potential
investment.

The distribution of this document and the offering or purchase of
interests in strategies or funds managed by BennBridge may be
restricted in certain jurisdictions. No person receiving a copy of
this document in any such jurisdiction may treat this document

as constituting marketing or an invitation to them to subscribe for
interests in a BennBridge fund or otherwise make an investment.
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It is the responsibility of any persons in possession of this document,
including individuals who may be employed by or a consultant to the
recipient, to inform themselves of, and to observe, all applicable laws
and regulations of any relevant jurisdiction. If any recipient, including
individuals, is or becomes aware that the receipt of this document

by them contravenes any law or regulation, they must destroy it or
return it to BennBridge immediately. Prospective investors should
inform themselves as to the legal requirements of so applying and any
applicable exchange control regulations and taxes in the countries of
their respective citizenship, residence, or domicile.

Telephone calls may be recorded for training and monitoring
purposes.

RISK FACTORS

= Capitalis at risk and there is no guarantee any investment will
achieve its objective. Investors should make sure their attitude
towards risk is aligned with the risk profile of their investment,
however made.

= Past performance does not predict future returns. The value of
investments and the income from them may go down as well as up
and investors may not get back the amounts originally invested.

= Currency exposure is not hedged.

= Equity prices fluctuate daily, based on many factors including
general, economic, industry or company news. In difficult market
conditions, BennBridge may not be able to sell a security for full
value or at all. This could affect performance of an investment and
with regards to an investment made via a fund, could cause the
fund to defer or suspend redemptions of its shares.

= Investments in Emerging markets can involve a higher degree
of risk.

FOR INVESTORS RESIDING IN THE UNITED
KINGDOM OR THE EUROPEAN ECONOMIC
AREA

In the United Kingdom this document is only available to professional
investors meeting the criteria for Professional Clients set out in COBS
3.5 of the Conduct of Business Sourcebook in the Financial Conduct
Authority’s Handbook of rules and guidance.

Although the information in this document is believed to be materially
correct as at the date of issue, no representation or warranty, express
orimplied, is given as to the accuracy, reliability, or completeness

of any of the information provided as at the date of issue or at any
future date. Certain information included in this document is based
on information obtained from third-party sources considered to be
reliable. Any projections or analysis provided to assist the recipient

of this document in evaluating the matters described herein may

be based on subjective assessments and assumptions and may

use one among many alternative methodologies that produce
different results. Accordingly, any projections or analysis should not
be viewed as factual and should not be relied upon as an accurate
prediction of future results. Furthermore, to the extent permitted

by law, BennBridge, any BennBridge fund, their affiliates, agents,
service providers and professional advisers assume no liability or
responsibility and owe no duty of care for any consequences of any
person acting or refraining to act in reliance on the information
contained in this document or for any decision based on it.
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Disclaimer

FOR INVESTORS RESIDING IN AUSTRALIA OR
NEW ZEALAND

This information is issued and approved by Bennelong Funds
Management Ltd (ABN 39 111 214 085, AFSL 296806) ("BFML").

BFML has appointed BennBridge Ltd (“BennBridge”) as the
investment manager, which is authorised and regulated by the UK's
Financial Conduct Authority (with Firm Reference Number 769109).
BennBridge is a Corporate Authorised Representative of BFML (AFSL
Representative No. 1281639). All regulated activity relating to
portfolio management, including the execution of trades, takes place
within BennBridge as the regulated entity.

This is general information only, and does not constitute financial, tax
or legal advice or an offer or solicitation to enter into any investment
management agreement with BFML or subscribe for units in any fund
of which BFML is the Trustee or Responsible Entity (Bennelong Fund).
This information has been prepared without taking account

of your objectives, financial situation or needs. Before acting on

the information or deciding whether to enter into an agreement,
acquire or hold a product, you should consider the appropriateness of
the information based on your own objectives, financial situation or
needs or consult a professional adviser. For any Bennelong Fund, you
should also consider the relevant Information Memorandum

(IM) and or Product Disclosure Statement (PDS) which is available

on the BFML website, bennelongfunds.com, or by phoning 1800

895 388 (AU) or 0800 442 304 (NZ). Information about the Target
Market Determinations (TMDs) for the BFML funds is available on the
BFML website. BFML may receive management and or performance
fees from the BFML Funds, details of which are also set out in the
current IM and or PDS. BFML and the BFML Funds, their affiliates

and associates accept no liability for any inaccurate, incomplete,

or omitted information of any kind or any losses or damage caused by
using this information. All investments carry risks. There can

be no assurance that any investment or BFML fund will achieve its
targeted rate of return and no guarantee against loss resulting from
such investment. Past performance does not predict future returns.
Information is current as at the date of this document.
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lan Tabberer
Portfolio Manager

lan.Tabberer@skerryvoream.com
+44 (0) 131202 3074

Sarah Monaco

Investment Director
Sarah.Monaco®@skerryvoream.com
+44 (0) 131202 3086

BFM GROUP

BENNBRIDGE
108-110 Jermyn Street, London SW1Y 6EE

IR@bennbridge.com

BENNELONG - AUSTRALIA
Level 26, 20 Bond Street, Sydney NSW 2000

Bennelong House, 9 Queen Street
Melbourne VIC 3000

Level 37, Riparian Plaza
71Eagle Street, Brisbane QLD 4000

Level 1, 81 Stirling Highway
Nedlands, Perth WA 6009
client.experience@bennelongfunds.com

For professional investors only


mailto:clients%40skerryvoream.com%20?subject=
mailto:Ian.Tabberer%40skerryvoream.com%20?subject=
mailto:Sarah.Monaco%40skerryvoream.com%20?subject=
mailto:IR%40bennbridge.com?subject=
mailto:client.experience%40bennelongfunds.com?subject=

SKERRYVORE
Tel: +44(0) 131 202 3070
Email: clients@skerryvoream.com

- www.skerryvorea

i Authpnty, >
Management."

$ : L " o - ‘/..- - “

i & . i = 4 # . ] 4
-\ . Ve 4
\‘}7 e For profe’é‘}sional investors only




